KENTUCKY ECONOMIC INDICATORS

October 2008 as of January 2009

KY Composite Index of Leading Indicators decreased by 9.2 percent in October.
» The Leading Index has decreased for the third consecutive month.
» The month-over-same-month-last-year growth rate declined for the eleventh consecutive month with -3.6 percent
growth.
» All five indicator components were negative in October.
- KY Labor Intensity Index decreased 1.0 percent.
- KY Index of Initial Ul Claims decreased by 13.7 percent.
- US Retail Sales decreased by 34.1 percent.
- US Manufacturer's New Orders Index decreased by 21.3 percent.
- The Louisville Help Wanted Index decreased by one point to 10.
Component weights for October are 68.9, 13.5, 11.4, 5.0 and 1.2 respectively.
KY Composite Index of Coincident Indicators increased by 6.8 percent in October.

» The Coincident Index growth is positive for the third time in 2008.
» The month-over-same-month-last-year growth rate is negative for the fourth consecutive month with -1.7 percent
growth.
» Component indicators leaned positive for October, 2:1.
- KY Non-farm Employment decreased 0.3 percent.
+ US Industrial Production Index increased 18.9 percent.
+ US Personal Income Less Transfers increased 9.9 percent.
Component weights for October are 39.3, 28.3 and 19.3 respectively. Component weights do not sum to one because the two US components
were discounted to give the Kentucky component more weight.

The Kentucky Leading Index has declined strongly for the third consecutive month with a 9.2 percent decline in October. Since the
Leading Index is currently in the middle of a contraction period, as indicated by the trio of negative growth months from June to
August 2007, these recent three consecutive declines have no significance other than their inherent meaning for the components.
Following the 2007 mid-year trio of declines was a succession of 13 months where the month-to-month growth rate alternated
signs every month. This also does not hold any special meaning, except to tell us that there is no recovery imminent and that the
individual components continue to fluctuate strongly. The October decline does tell us that the next turning point in the Leading
Index cannot occur for at least three more months.

All five leading index components declined in October. Excluding the monthly growth rate for the Louisville Help Wanted Index, US
Retail Sales experienced the sharpest decline for the month. US Retail Sales dropped by a significant 34.1 percent in October,
making it the largest single month drop since at least 1990 (when the US Retail Sales series was revamped into its current form).
The significant October decline brings total US Retail Sales back down to its October 2006 level. US Retail Sales on a monthly
basis is generally a highly variable series (albeit with a strong positive long run trend) and therefore it gets a small weight in the
Leading Index computation.

US Manufacturer's New Orders experienced its fourth consecutive decline and its twelfth decline in the last 15 months. The
October level of US Manufacturer's New Orders Index is the lowest reported level since July 1995. The Manufacturer's New
Orders Index is made up of two components, new orders of consumer goods and materials and new orders of nondefense
capital goods. Each component is declining in equal measure, both recently and for October. New orders of consumer goods
and materials declined by 13.1 percent in October, while new orders of nondefense capital goods declined by 14.1 percent.

The Kentucky Index of Ul Claims declined by 13.7 percent in October, the fifth consecutive decline. This is also the tenth decline
in the last 13 months. The Ul Index is made up of two components, US initial claims and Kentucky first payments. Both Ul series
increased for the month, but the magnitude of the increase for the US series was much higher. US initial claims increased by
44.8 percent in October, while Kentucky first payments increased by 17.7 percent. Both of these increases are historically very
high; taken in tandem, the recent labor market data signal a sharp downturn in the U.S. and Kentucky employment situations. The
first payments data is slightly understated because some of those persons who would receive unemployment payments are
excluded because they have exhausted their benefits for the benefits year. Exhaustees have increased significantly in the last
three months, increasing 25.7 percent, 61.5 percent and 5.4 percent, respectively from August through October compared to the
same month in 2007.

The Kentucky Labor Intensity Index, which carries the most weight in the leading index, declined by 1.0 percent in October. This
is the ninth decline in the last 12 months for the index, a further indication that the demand for manufacturing labor in Kentucky is
eroding. Month-over-same-month-last-year growth has declined for four of the five employment sectors for the index. Only
chemical products employment increased showing small growth of 1.4 percent for October. The biggest loser in terms of percent
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and in absolute magnitude for October is transportation equipment employment which lost 15.3 percent (8,600 seasonally
adjusted jobs). In fact, wood products employment declined by 4.6 percent, culminating a 10 month string of declines.

The consumer price index turned strongly negative in October, with prices declining an average 10.9 percent for all goods. The
majority of these losses were in the energy commodities as energy prices declined sharply in October. On the one bright side, the
US and Kentucky Coincident indices turned positive for October, a reflection of the October personal income growth. October 2008
personal income had a very low hurdle from October 2007, and despite declining prices, showed a sizable gain.

Our indices are compiled and published
on a monthly basis, roughly two weeks

following the Conference Board release Kentucky Leading Index month-over-same-month-last-year growth
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About the Indicators
Kentucky Reference Series
Inflation-adjusted personal income less transfer payments and policy-adjusted General Fund tax receipts are com-
bined to form the GOEA composite reference series.

Kentucky Leading Indicators

* GOEA Labor Intensity Index: Composed of seasonally adjusted weekly hours multiplied by employment for the
following manufacturing industries: lumber products; chemical and allied products; petroleum, coal, rubber and
plastic products; fabricated metals; and transportation equipment.

* GOEA Initial Unemployment Insurance (Ul) Claims Index: This index has two components: Kentucky claims
in their first month of payment and total U.S. initial claims. Additional claims for Ul are the subset of initial claims
filed by workers who have previously filed Ul claims but are currently filing new claims with intermittent workforce
attachment since their original claim. The claims in their first month of payment without intermittent qualified
experience performed better in the testing process and were chosen accordingly.

* U.S. Retail Sales: Inflection points used to determine turning points.

* U.S. Manufacturer’s New Orders Index: This index has two components: U.S. Manufacturer’s New Orders
for Nondefense Capital Goods and U.S. Manufacturer’s New Orders for Consumer Goods and Materials.
Separately these two series slightly missed one or two turning points in the official reference series. But together
they preceded each turning point.

 Louisville Help-Wanted Index: The Conference Board computes an index of help-wanted advertisements for
major regions across the United States; Louisville is the only city in Kentucky covered by the Conference Board.

Notes:

o Growth rates are computed with precise numbers. Due to rounding, two observations may have the same reported
value but still exhibit growth at a more precise level.

» More information is available on our website, http://www.oshd.ky.gov/.

Office of State Budget Director Thomas Jones, Ph.D
Room 284, Capitol Annex Phone: 502-564-7300
Frankfort, Kentucky 40601-3453 taj@ky.gov
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